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Description 

House File 461 provides for a five-year phase-out of income tax on all currently-taxable pension 
and social security income.  The phase-out (20.0% per year) starts with tax years beginning on 
or after January 1, 2006. 

Background 

Iowa currently exempts the first $6,000 (single) and $12,000 (joint) of pension income from 
taxation.  Iowa also exempts 50.0% of Social Security income for all taxpayers.  The remaining 
50.0% is exempt for taxpayers with income of less than $25,000 (single) or $32,000 (joint).  For 
taxpayers with sufficient income, up to 50.0% of Social Security income is taxable by Iowa.  

Assumptions 

This estimate was developed by the Department of Revenue based on actual tax returns of 
Iowa residents from tax year 2000 and prior years.  The result was adjusted for the inclusion of 
non-residents subject to Iowa income tax.  To age the information from tax year 2000 forward, 
the Department of Revenue utilized a trend analysis of the growth in taxable pension and social 
security income and the growth in the retirement-age population.   

Fiscal Impact 

The phase-out of income tax on all currently-taxable pension and Social Security income is 
projected to reduce net General Fund revenue by the following amounts: 

• FY 2006:  $    4.3 million 
• FY 2007:  $  54.1 million 
• FY 2008:  $108.8 million  
• FY 2009:  $166.9 million  
• FY 2010:  $224.6 million 
• FY 2011:  $249.2 million 

 
As a greater percentage of the Iowa population reaches retirement age and as relatively new 
sources of pension income continue to mature (Individual Retirement Accounts, 401(k), 
annuities, etc.), the value of the total exemption is projected to continue to increase in years 
beyond FY 2011. 
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